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Abstract 
State budget is the main tool of fiscal policy in every country. It is the most important part of the government, whose primary 
function is to finance public goods. Taxes are the essential part of state budget incomes and a value-added tax (VAT) makes up 
most of the revenue from taxes in Slovak republic. Because of this fact, the main goal of the paper is to analyze VAT impact on 
the state budgets expenditures and incomes in Slovak republic. Since the establishment of the Slovak republic, there were 
occurred many changes in VAT rates and those changes affected the prices of goods and services. This fact influenced the 
amount of state budget revenues from VAT. Because of that, the goal of the article is to analyze the development of standard and 
reduced VAT rates in years 1993 – 2015. The paper quantified the costs related to the management and control of taxation and 
then evaluated the effectiveness of VAT in relation to the state budget. From the results of the analysis of the revenue to the state 
budget, we can conclude that despite the gradual increase of tax revenues to the state budget, the share of VAT on tax total 
revenues, after the increase in the VAT rate by one percentage point, did not increase. In assessing the effectiveness of VAT, we 
concluded that the expenditures for tax and duties collection are several times lower than the tax revenues to the state budget and 
collection of tax and duties can be considered as effective. 
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1. Introduction 
Fiscal policy is an important economic tool by which the government of any country affects economic 
development. It can be seen as an instrument by which government affects the relative size of public and private 
sector which influence aggregate demand and the level of economic activity. (Harumová, 2002; O' Sullivan and 
Sheffrin, 2003). The basic instrument of the state fiscal policy is the state budget, which accumulates government 
revenues and transforms them into government expenditures. The state budget is the most important part of the 
government financials, whose primary mission is to finance public goods. At the same time, however, it is also an 
important tool in the hands of the state, which interferes into the functioning of the economy (Šatanová and Potkány, 
2004). State interferes into the economy functioning by affecting aggregate demand and aggregate supply 
(Lisý et al., 2011). The biggest share on the state budget revenues has taxes. Total share of taxes should be 50 to 80 
percent (Mankiw et al., 2009). Except the taxes, which are paid by individuals and legal entities, include the state 
budget revenues also revenues from fees, contributions, duties, import and export surcharges, levies, revenues from 
sales of government securities etc. (Harumová, 2002). 
The tax can be defined as mandatory statutory payment collected by the state, municipalities or other public 
entities for covering public needs, at a predetermined amount and a predetermined maturity date (Grúň, 2000). It is 
an economic-legal institute, which for ensuring the government payments and other public needs withdraws part of 
the incomes of legal and natural persons. The paradox in defining the tax is the fact, that the term "tax" is not 
defined in the regulations of European Union (EU) states and also it is not mentioned in the EU legislation. It's very 
strange when we take into account its political, economic and legal meaning and relevance (Babčák, 2010). In the 
Slovak Republic are taxes divided into certain groups within the taxation system, which consists of direct and 
indirect taxes. Direct taxes are paid depending on the amount of income or assets of the taxpayer. It is a tax in which 
the taxpayer and the taxable person the same person and the tax is paid directly by the concerned person (Schenk 
and Oldman, 2007). This includes income taxes (personal and corporate) and local taxes, which are subdivided into 
taxes: for real estate, for dog, for accommodation, for vehicles, for nuclear units, for vending machines, for using of 
public area and for driveway and parking of cars into the historic city center. Indirect taxes are included in the prices 
of goods and to the state budget are payed by the seller of goods or services. Indirect tax burden all products and 
services of natural and legal persons, except those, which are exempted by law. They do not burden the assets or 
income of the person who pays this tax. The tax burden bears the buyers in the selling price. These include universal 
taxes (value added tax - VAT) and selective taxes (consumption: for alcohol, for wine, for beer, for tobacco and 
tobacco products, for coal, for electricity, for natural gas, and for mineral oils).  
Since value added tax (hereinafter VAT) forms the majority of tax revenues, the main goal of the article is 
analysis of the VAT impact on the state budget revenues and expenditures of the Slovak Republic and the 
assessment of measures aimed at increasing the effectiveness  of VAT. 
2. Methods and Methods 
The basis for the analysis of the VAT rates development and effectiveness of VAT are annual reports on the 
activities of the Customs administration in 2010 and 2011, annual report on the activities of the Tax administration 
in 2010 and 2010 and annual report on the activities of the Financial administration in years 2012 – 2014. Until 
2012, data from the Customs and Tax administration were processed separately. After this year and after 
institutional changes were Customs and Tax administration merged into Financial administration. For this reason it 
is no longer possible to distinguish expenditure on collection of taxes and duties separately, but only analyze it as a 
whole. 
2.1. Value-added tax - VAT 
Currently is valid VAT Act. 222/2004 Coll. on the value-added tax that replaced the previously valid sales tax. In 
1989 included tariff of sales tax almost 1600 tax rates. In 1991, tax rates were consolidated into four basic tax 
groups (0%, 12%, 22% and 32%, after a reduction in the same year, 0%, 11%, 20% and 29%). Sales tax replaced the 
newly introduced excise duties. It was a 29 % tax, covering the category of goods such as coffee, alcohol, cigarettes 
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and so on. Value added tax has been in our tax system established January 1, 1993 and covers all taxable supplies, as 
defined by the Act on VAT, in addition to supplies that are exempt from the taxation. In contrast to the disposable 
sales tax, VAT is applied for a taxable supply made. A taxpayer is entitled from his tax liability (output tax) deduct 
the portion of the tax (input tax) paid by the supplier of goods / services to buy and thereby divert to state only that 
part of the tax which is proportionate to its added value, it means actual tax liability. In the case of the importation of 
goods the taxpayer pays tax to the customs authority. The added value of each producer to a certain level represents 
mainly the costs associated with the business, profit margin, labor costs, etc. (Schultzová et al., 2007). As 
mentioned, value-added tax is regulated by the Act on value-added tax. Valid VAT legislation is adapted to EU rules 
which govern VAT application. Primarily it is secondary legislation, in particular Council Directive. 2006/112 / EC 
on the common system of VAT, which also represents the base directive governing the application of VAT in the 
EU. 
The application of VAT has its advantages and disadvantages. The single greatest disadvantage is heavy 
administrative burden of tax administration, including its control and is therefore logical that the cost of tax 
administration and taxation are high (Babčák, 2010). However, outweigh the benefits. They are mainly three 
properties of VAT: neutral effect of taxation, transparency of taxation and prevention against tax evasion. The 
principle of tax neutrality means that taxes should be indifferent to corporates that are taxable, which means that 
under the business taxation should not be an advantage or disadvantage businesses. Transparency of taxation 
appears in relation to consumers, as well as to the taxpayer. For consumers is tax burden for each of them basically 
the same. While maintaining the transparency is important, that in every phase of production, processing or sale was 
taxable only value that the taxable person added to the previous value. Tax mechanism excludes tax bundle together 
when there is application of the tax on the tax. This means that each taxpayer pays only the part of the tax that 
belongs to its added value. Taxation subject or taxpayer is natural or legal person, who is registered on competent 
Tax office. This person is required to apply VAT for a taxable supply made. There are two types of registration: 
statutory and voluntary. If statutory registration, the subject may be registered as a tax payer on the basis of certain 
facts that occurred, or after reaching the statutory turnover and horizon, when the turnover was achieved. Taxation 
subject can also become a voluntary taxpayer and then we are talking about voluntary taxpayer registration. 
There are two ways for VAT calculation, depending on whether the tax is calculated from the price which does or 
doesn’t contain a previous tax. Nowadays, two VAT rates are used in Slovakia. Standard VAT rate on goods and 
services is 20% and reduced tax rate 10%. Reduced VAT rate is applied on books, medicines and pharmaceutical 
products. In calculating the tax rates, which doesn’t include tax, VAT is calculated by multiplying the tax base 
(price without tax) and the appropriate tax rate (relation 1). When we are calculating tax rates, which already 
includes the tax, VAT is calculated as the quotient where the numerator is price with tax and denominator is 
coefficient 1.2 for 20% VAT and 1.1 for reduced 10% VAT rate (relation 2). 
VAT = price without tax × VAT rate    (1) 
VAT = price with tax / coefficient     (2) 
Analysis of the tax policy impact on the change of the tax burden is carried out by monitoring the development of 
tax rates for the years 1993 to 2015. VAT impact on the state budget revenues and expenditures is analyzed for the 
last five years (2010-2014). Development of VAT impact on tax revenues is analyzed on the basis of a percentage of 
VAT on tax revenues, and their year-on- year comparison. VAT effectiveness is considered by the percentage share 
of the costs involved in collecting taxes and VAT revenues to the state budget. 
3. Results and Discussion 
3.1. Analysis of VAT rate development in Slovak republic  
The first law of the Slovak Republic to the VAT, Act. 222/1996 Coll,. contained two tax rates. The standard tax 
rate on goods was 23% and reduced tax rate was 5% on selected products and heat. From August 1, 1993 there was 
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an increase in tax rates - the standard rate by 2 percentage points and reduced rate by 1 percentage point. The new 
VAT Act no. 289/1995 Coll. brought a major change in the tax rate. In the period 1996 to 2003 the tax rates changed 
three times. The standard tax rate decreased in 1996 by 2 percentage points to 23% and reduced VAT rate remained 
unchanged. The standard tax rate remained until 2002, and in 2003 dropped to 20%. Regarding the reduced tax rate, 
it was gradually raised to 10% in 2000, and climbed up to 14% in 2003. 
In 2004 there was a tax reform with adaptation to the requirements of the European Union. The amendment to 
Act no. 255/2003 Coll. with effect from 1. 1. 2004, introduced a 19% flat tax on all goods and services and reduced 
tax was canceled. There has also been a transfer of the tax burden from direct to indirect taxes. From January 1, 
2007, the reduced tax rate was reintroduced in Slovak legislation. The reduced rate was 10% on selected medicines 
and medical character goods. After the amendment to current act at January 1, 2008, there were to the group of 
goods with reduced VAT rate included other products, for example books, music, etc. In 2010 decreased the VAT 
rate on selected products from "yard sale" from 19% to 6%. In the same year the new government was approved by 
the increase in VAT from 19% to 20%, applicable from January 1, 2011. It also has been canceled 6% tax rate on 
yard sale. Table 1 interprets the development of standard and reduced VAT rates in the years 1993 to 2015. 
     Table 1. Development of VAT rates in the years 1993 – 2015. 
VAT rate (%) 
Year 
1993 1994 1995 1996 1997 1998 1998 1999 2000 2001 2002 2003 
Standard 23 25 25 25 23 23 23 23 23 23 23 23 20 
Reduced 5 6 6 6 6 6 6 6 6 10 10 10 14 
  2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 
Standard 19 19 19 19 19 19 19 20 20 20 20 20 
Reduced - - - 10 10 10 6 10 10 10 10 10 10 
3.2. State budget revenues accruing from VAT 
From the analysis of development of value-added tax rates, it is clear that the changes in VAT rates were not 
dramatic. We can talk about three fundamental changes in the VAT rates: 23% in 1996-2002, establishing of a flat 
19% VAT rate from 2004 to 2011 and 20% VAT rate since 2011. These changes affect the amount of revenues to 
the state budget. The main object of this work is just the last 5 years. The reason is the finding how affected the 
increasing VAT rate by 1 percentage point in 2011, the share of VAT tax revenues on the state budget revenues. 
Table 2 shows the revenues to the state budget for the years 2010-2014, and each year shows the total state budget 
revenues, total tax revenues to the state budget, the amount of VAT revenues and percentage of VAT revenues in 
total tax revenues. 
 Table 2. Total and tax revenues into the state budged. 
Year 2010 2011 2012 2013 2014 
State budget revenues (€) 10 900 863K 12 002 326K 11 830 036K 12 796 444K 12 496 866K 
Tax revenues (€) 7 962 443K 8 700 293K 8 463 625K 9 134 501K 9 293 128K 
VAT revenues (€) 4 431 528K 4 753 087K 4 307 148K 4 734 775K 4 919 515K 
Share of VAT revenues on tax revenues (%) 55.66 54.63 50.89 51.83 52.94 
It is obvious that tax revenues represent most of the revenues of the state budget of the Slovak Republic. The 
biggest share on total tax revenues has VAT - annually more than 50%.According to the above hypothesis should 
be VAT share on tax revenues and the total amount of VAT revenues in 2011 increased due to increased tax rate by 
1 percentage point.Paradoxically, however, the share of VAT tax revenues decreased, while in 2012 this share was 
only 50.89%, a decrease of almost 5% compared to 2010.Since 2013, the share of VAT is gradually increasing, but 
even in 2014 didn’t reach values from 2010. The total amount of VAT revenues is gradually increasing with the 
exception of 2012.Year-on-year comparison of tax revenues points to some facts.Tax revenues increased over the 
years (except in 2012), but the VAT revenues grew faster (except in 2011 when the total tax revenues increased 
more than revenues from VAT). The difference is about 2% annually. Year-on-year comparison of total tax 
revenues and VAT revenues is shown in Table 3. 
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 Table 3. Year-on-year comparison of total tax revenues and VAT revenues (in %). 
Year 2010/2011 2011/2012 2012/2013 2013/2014 
Tax revenues +9.27 -2.80 +7.90 +1.70 
VAT revenues +7.25 -6.20 +9.90 +3.90 
According to the Financial report of the Slovak Republic in 2013, could be unfavorable development of VAT 
revenues to the state budget in 2012 caused also by the Slovak economy, which is, as mentioned the Statistical 
Office of Slovak republic, export oriented. In 2012 there was a stagnation of final consumption and increasing 
exports, which had a direct impact on the tax revenues.On the other hand, the favorable fulfilling is related with the 
decrease in VAT refund of excess and increasing of taxation supply, as well as the establishment of checking 
accounts, which resulted in the growth of credit payments. 
3.3. Assessing the effectiveness of VAT 
The evaluation of the VAT effectiveness needs to be based on the principles of taxation (Hajdúchová and 
Kupčák, 2004) because the principles of VAT taxation are identical with the general principles of taxation. To 
assess the effectiveness of VAT, the expenditures on collection of taxes and duties and VAT revenues are compared. 
The basic prerequisite for the effectiveness of taxes is that tax revenues exceed expenditures for their collection. 
From the available data we were processed only overall expenditures for collection of taxes and duties due to 
connection of Customs and Tax administration into Financial administration and there is not possible to quantified 
the expenditures for each individual tax.  Therefore, it is important to realize that the expenditures for VAT 
collection are even lower, which can increase overall effectiveness. Table 4 shows total tax revenues, VAT revenues 
and expenditures for the taxes and duties collection. At the end is calculated share of expenditures from taxes and 
duties on VAT revenues. Based on this parameter is possible to determine the effectiveness of VAT as well as check 
the development trend. 
 Table 4. Comparison of tax revenues and expenditures for the collection of taxes and duties. 
Year 2010 2011 2012 2013 2014 
Total tax revenues  (€) 7 962 443K 8 700 293K 8 463 625K 9 134 501K 9 293 128K 
VAT revenues (€) 4 431 528K 4 753 087K 4 307 148K 4 734 775K 4 919 515K 
Expenditures for collection of taxes and duties (€) 212 601K 211 827K 197 013K 224 214K 251 079K 
Share of expenditures on VAT revenues (%) 4.80 4.46 4.57 4.74 5.10 
The table shows quite clear trend: expenditures for tax and duties collection has gradually increased since 2012. 
It also increases the proportion of expenditure on VAT revenues. The values about 5% can be considered as positive 
and, therefore, the effectiveness of VAT is high. A gradual increase in expenditures on collection of taxes and duties 
is also influenced by the financing of the modernization and reform of the taxation system UNITAS. After the full 
establishment of this system in practice should be the effectiveness of tax collection and also effectiveness of VAT 
collection even higher.  
4. Conclusion 
VAT is included in all purchased goods and services. It concerns every citizen of the Slovak republic and burden 
every subject. As we mentioned earlier, VAT has the highest share of state budget revenues. That is why the 
effectiveness of tax collection is a key task of any government. Although it has to be increase of VAT rate in 2011 
by one percentage point only temporary, the government made decision that 20% VAT rate remains valid. From the 
results of the analysis of the revenue to the state budget, we can conclude that despite the gradual increase of tax 
revenues to the state budget, the share of VAT on tax total revenues, after the increase in the VAT rate by one 
percentage point, did not increase, even on the contrary, fell from over 55% to less than 53%. The VAT revenues 
have increased, however, so it can be stated that the increase in the VAT rate by one percentage point increase VAT 
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revenues to the state budget, but the other tax revenues have increased significantly than the VAT revenues. This 
results in a decrease in the share of VAT in total tax revenues. In assessing the effectiveness of VAT, we concluded 
that the expenditures for tax and duties collection are several times lower than the tax revenues to the state budget. 
However, it must be added that except the expenditures for the taxes and duties collection, there are other state 
expenditures related to the VAT. Example is "National receipts lottery".  Costs for its activities are not defined in 
expenditures for collection of taxes and duties, but it will be necessary to added them in assessing the overall 
effectiveness of tax collection, especially VAT collection. 
The effectiveness of tax collection and reduce tax evasion play a major role in meeting the state budget. Reform 
of taxation system UNITAS, which aim is unification of taxes and duties collection, as well as establishment of 
checking accounts and mentoined National receipts lottery are instruments, by which the government is trying to 
have the most effective tax and duties collection system and eliminatie the tax evasions. The results of our analysis 
show an increasing trend in proportion of tax revenues to the state budget. After completing the program UNITAS, 
should be effectiveness of tax and duties collection even higher. Unless the established trend will be followed, the 
Slovak government will not have problems with financing public goods from the state budget. However, it is up to 
each government, how the collected incomes will be managed, if those financial sources will be efective used and 
how high will be the share of the money used for investment into buisness development. This can lead to the 
economical growth and increasing the employment.  
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